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1.1 BACKGROUND OF STUDY 
 
 
As the currency effect on the stock market, it is finds that currency depreciation 
leads to a decline in the stock prices in the short run. This is explaining that 
there is negative relationship between exchange rates and stock prices. 
 
Exchange rate depreciation suggests higher inflation in the future, which makes 
investors worried about the future performance of companies. Moreover, 
depreciation of the currency has great impacts to the investors but the impact 
may vary due to the different level of economic development. As a result, the 
stock prices drop. This hypothesis supported by data from UK markets. 
 
Stock prices and exchange rates play an important role in influencing the 
development of economic of a country. The relationships between stock prices 
and exchange rates have frequently been utilized in forecasting the future 
trends for each other by fundamentalist investors. In an open economy, the 
exchange rates play an important role in the movements of the stock price 
especially for internationally investment. 
 
Before economic crisis, Malaysian economy has been growing at an average of 
8.5% per year for more than a decade. Accompanying this growing was a rapid 
acceleration of stock prices. According to the Azman- Saini et al (2006), an 
excessive amount of short term capital had led to an overheated stock market 
and asset prices which lead to the weakness of financial system. The following 
down of Thai (BATH) in 1997 had triggered a wave of currencies depreciation 
in the region. In the second half of 1997, the ringgit depreciated by 33.6% 
against dollar and reached the historic low of MYR 4.88 per dollar on January 
7, 1998. In order to stabilize the ringgit, selective capital control were 
introduced on the September 1, 1998 which witnessed the ringgit was pegged 
at MYR 3.80 per dollar. 
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Following the sharp depreciation of the Thai baht on July 1997, the ringgit 
began to experience waves of speculative pressure. By the end of August 1998, 
a year later the ringgit had depreciated by 40% against the United States dollar 
relative to its level at the end of June 1997. The equity market was also 
affected. The Kuala Lumpur Stock Exchange Composite Index fell by 79.3% 
from a high of 1271.57 points in February 1997 to a low of 262.70 points on 
September 1, 1998. The effects then rippled through the banking and corporate 
sector. 
 
In my study, I was focus only to the Asia country on the major currency to find 
the different impact. Thus, my sample countries are Malaysia (MYR), 
Singapore (SGD), Thailand (BHT) and Indonesia (IDR). In this research, I will 
only focus on the impact of currency based on the data collected after financial 
crisis. The data collected are from year 1999 to 2009. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
